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Summary 


Since 1973, a large amount of Illinois Department of Public Aid claims 
submitted to the federal government for reimbursement have been deferred by 
the U.S. Department of Health, Education, and Welfare. That is, decisions on 
paying these claims have been suspended pending further HEW review. This 
report provides background information on these deferrals and their possible 
fiscal impact on the State. 


In January, 1976, HEW deferrals of IDPA claims totalled about $100 mil- 
lion. Since that date HEW (through its Social and Rehabilitation Service) has 
allowed $23.2 million in claims for payment while disallowing $21.3 million. 
About $56 million in IDPA claims are still deferred. 


The report discusses the influence of these deferrals on the General 
Revenue Fund and the State's cash flow. Some historical material is provided 
that attempts to explain HEW's decision to institute these deferrals. 


Most of the deferrals involve claims for reimbursement of monies spent 
for social services. Possible deferrals with regard to claims under the new 
Title XX social service program are also discussed. 


Introduction 


For nearly a year the State fiscal crisis has received a great deal of 
publicity and discussion in the media. Two principal causes of this crisis-- 
which occurred in other states as well as Illinois--were rising government 
costs due to inflation and smaller increases in revenues due to an economic 
recession. 


While these causes have received wide coverage, other factors that have 
had significant fiscal impacts on the State have received little analysis. 
This report analyzes a neglected set of factors which have contributed to the 
State's fiscal crisis: deferrals and reductions in public aid and social 
service reimbursements to the State by the U.S. Department of Health, Educa- 
tion, and Welfare (HEW). While these factors are not the principal cause of 
the State's financial crisis, they have had a significant influence on the 
State's cash flow and revenues. 


Public Aid Reimbursement Process 


A brief description of the federal reimbursement process with regard to 
public aid expenditures is necessary for understanding the fiscal problems 
that have arisen from HEW's deferral of Illinois Department of Public Aid 
(IDPA) reimbursements. Of necessity this description is a bit oversimplified. 
Almost all Department of Public Aid expenditures are made out of the State's 
General Revenue Fund. HEW, through the Region V Office of its Social and 
Rehabilitation Service (SRS), reimburses a part of these IDPA expenditures. 
The amount of the federal match depends on which federal program is involved. 
Medical assistance (Medicaid) and most of IDPA's other grant assistance (such 
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as AFDC) is reimbursed on a 50-50 basis. That is, for every $2 the IDPA 
spends for these programs, the federal government reimburses the State $l, 
which is eventually returned to General Revenue Fund to replace the State tax 
dollars originally spent for the program. 


In general, 75 percent of eligible social service program expenditures 
are reimbursed by HEW. Most social services are not rendered directly by 
IDPA, but are purchased from other social service agencies, such as the De- 
partment of Mental Health and Developmental Disabilities and the Department of 
Children and Family Services. These agencies render services to eligible 
clients and then provide the appropriate documentation to IDPA, which submits 
the claims to SRS for reimbursement. Only a small part of the budgets of 
these State social service agencies represent "purchased" social services for 
IDPA clients. 


How reimbursements are made. As with most federal reimbursement pro- 
grams, claims and reimbursements are transacted on a quarterly basis. Before 
each quarter IDPA submits to SRS a request for an advance payment based on 
what it estimates its program expenditures will be during the forthcoming 
quarter. SRS may either accept IDPA's estimate or adjust it up or down. On 
the basis of the adjusted IDPA estimate, IDPA receives an advance on its 
reimbursement. 


At the end of each quarter IDPA submits claims to SRS on the basis of its 
actual program expenditures. A claim can be either allowed for payment, 
disallowed because it is not eligible for federal financial participation, or 
deferred. The latter condition places the claim in a state of limbo during 
which SRS may request additional information on the claim or may review the 
information originally submitted with the claim. Eventually, the deferred 
claim in whole or part will be allowed or disallowed. Quarterly reimburse- 
ments paid to the State on the basis of final claims will include only those 
amounts in excess of the quarterly advance originally received by the State. 
If the quarterly advance was higher than the allowed reimbursement for the 
quarter, SRS will recoup the difference by making reductions in the advances 
for subsequent quarters. 


In fiscal year 1975, federal reimbursements to IDPA totalled over $804 
million. Obviously, reductions in quarterly advances or the disallowal or 
deferral of IDPA reimbursements can have a significant impact on State finances. 
Their fiscal implications will be discussed in more detail below. 


Deferred Public Aid Claims 


Illinois, along with several other states, has had a large part of its 
public aid claims deferred by the Social and Rehabilitation Service. These 
deferred payments are principally in the areas of medical assistance and 
social services. While the deferrals go back several years, the problem 
appears to have intensified in both frequency and amount between 1973 and 
1975. By the beginning of fiscal year 1976, unpaid or deferred public aid 
claims totalled nearly $100 million. 
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At the end of January, 1976, the Regional Commissioner of the Social and 
Rehabilitation Service, the federal agency responsible for processing and ap- 
proving Department of Public Aid requests for reimbursement, decided on a 
large number of the Department's outstanding deferred claims. Nearly $23.2 
million of these claims were allowed, which means that the Department will 
receive payment for this amount. However, $21.3 million in claims were dis- 
allowed. Neither of these figures is final, and they may be changed after 
review or appeal. A breakdown of the Commissioner's decision is given in 
Table l. 


TABLE 1 


SRS ACTION ON IDPA PUBLIC AID CLAIMS 


Amount of 
Deferrals Amount Amount 
Program Area Acted Upon* Allowed Disallowed 
Title XIX Medical Assistance $ 363,805 $ 363,805 $ 0 
Medical Assistance 6,838,414 6,101,198 Pore iG 
AFDC Assistance for DCFS Foster Care 10,993,223 7,541,944 394545279 
Office of Public Instruction 11,289,238 0 11,289,238 
DCFS Model Cities and Local Effort 
Day Care 13,396,921 8,601,645 47958270 
DCFS FY 1974 Adjustments 1,068,488 0 1,068,488 
Miscellaneous 537,057 587 ,857 0 
TOTALS $44,537,946 $23,196,449 S2d , 341,497 


_ 0 


*A small amount represents unpaid claims which were never in a deferred 
status. 


The January action of the SRS Regional Commissioner did not cover all 
deferred claims, however. Over $56 million in Department of Mental Health and 
Developmental Disabilities (DMHDD) claims, representing social services pur- 
chased by the Department of Public Aid, are still in deferred status. A 
decision on these claims is not expected until June, 1976. Also, about $188 
million in DMHDD social service claims previously paid are presently under 
review by the Social and Rehabilitation Service. Since it is likely that 
some of these payments will be disallowed, members of the legislature should 
be cognizant of this review. 


Reductions in Quarterly Advances 


In addition to deferring Department of Public Aid claims, the Social and 
Rehabilitation Service has also reduced IDPA quarterly estimates. As indicated 
above, estimates are submitted to the SRS for an advance payment to cover 
expenditures during the coming quarter. The SRS adjusts this estimate either 
up or down. If actual claimed expenditures are far in excess of the reduced 
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quarterly advance, this may contribute to a short term cash flow problem for 
the State over the three months of the quarter, since more money will be spent 
for the federal share of program costs during the quarter than was advanced to 
the IDPA by SRS. 


Some of the larger reductions have been in the AFDC assistance program. 
For example, for the quarter ending September 30, 1975, nearly $13.8 million 
was reduced from the IDPA public assistance payment.* Reductions in the 
quarterly advances for other programs have also occurred. 


Effects of Deferrals and Reductions 


Almost all Department of Public Aid expenditures come out of the General 
Revenue Fund. Obviously, if federal reimbursements are not forthcoming in a 
timely manner, the State will experience cash flow problems. Failure to 
replace General Revenue Funds because of the deferred, disallowed or reduced 
reimbursements means that cash will not be available in the General Revenue 
Fund to pay other State bills. Since General Revenue Funds are being spent 
and not reimbursed, the resulting fiscal impact is felt throughout the State 
and is not confined to the Department of Public Aid. 


One of the most significant consequences of the IDPA reimbursement prob- 
lem has been that the State has attempted to alleviate this cash flow problem 
by holding up payments to outside vendors. A great deal of publicity has been 
given to the complaints of hospitals and doctors that medicaid bills submitted 
to the IDPA have not been paid. 


The allowal of $23.2 million will help ease the current cash flow crunch. 
In addition, SRS has extended IDPA about $22 million in credit. However, this 
is not new money, but an advance on future reimbursements. This will help 
ease IDPA's short term cash flow problen. 


However, the January disallowal of $21.3 million in reimbursements is a 
permanent loss in General Revenue Funds; in addition, over $56 million in 
deferred reimbursements have yet to be acted on. Since the deferred and 
reduced reimbursements were budgeted as federally derived funds, the State 
will have to make up the difference from its own sources. 


State and Federal Positions on the Reimbursement Problem 


The SRS and the IDPA are involved in an adversary relationship with 
regard to the reduced, deferred and disallowed reimbursements. SRS feels its 


*This was denoted as a quality control adjustment. HEW has the power 
to adjust assistance grants if a state fails to meet certain quality control 
Standards with regard to levels of overpayment or ineligibility. Payments 
can be permanently reduced on the basis of poor quality control. But so far, 
HEW has only reduced quarterly estimates. These amounts were recouped after 
final claims were submitted. 
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actions are justified and can quote chapter and verse in the Code of Federal 
Regulations to justify them. 

State officials--both in Illinois and elsewhere--have interpreted the SRS 
actions as "backdoor impoundment." They point out that the deferred reimburse- 
ments were for expenditures under approved State plans. Further, they note 
that earlier expenditures had been paid without any problems. 


The SRS response is that it has always possessed review responsibilities 
but that for years lack of manpower prevented it from exercising them, and 
thus "ineligible" claims may have been allowed in the past. However, an 
increase in the SRS budget a few years ago made it possible to hire additional 
personnel to more carefully scrutinize State claims for reimbursement. 


The truth probably lies somewhere in between these conflicting positions. 
Most of the deferred reimbursements have been in the social service area, with 
purchases by the IDPA from other State agencies accounting for the bulk of the 
social services claims. In the early 1970's, state claims under these pro- 
grams far exceeded federal expectations. Between 1971 and 1972 social ser- 
vices grants went from $741 million to $1.7 billion for all states. The 
reason for this jump is detailed in Martha Derthick's recent monograph Uncon- 
trollable Spending for Social Service Grants (Washington: 1975). Illinois 
and New York accounted for 70 percent of this nearly one billion dollar in- 
crease, with most of it coming from services purchased by the public aid 
agency from other state units. 


TABLE 2 
FEDERAL GRANTS FOR SOCTAL SERVICES 


(dollars in thousands) 


Fiscal Year 


1971 ewes Ie 
U.S. Total $740,958 $1,668,432 $i95429312 
Illinois 43,546 188,381 \ 123,444 
New York 6779296 588,929 200,616 


SOURCE: Martha Derthick, Uncontrollable Spending for Social Service 
Grants (Washington: The Brookings Institution, 1975), pp. 100-101. 


A natural reaction to these cost "overruns" in the social services pro- 
gram was to hold down this type of spending. This reaction slowly began 
in early 1972, and in earnest after the 1972 elections. State requests for 
social services grants were reduced by $900 million in fiscal 1973. Also SRS 
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added 180 fiscal management positions to its regional offices.* This manpower 
addition enabled SRS to more strictly define what type of social services 
activities and expenditures were permissible. 


The increased deferrals and disallowals in social services grants that 
have occurred since 1973 are no doubt a consequence of a policy decision made 
in Washington to control social services spending, as well as the improved 
review capability of regional SRS offices. Since Illinois and New York were 
responsible for the largest proportion of increases in social services grants 
in the early 1970's, their grants underwent a great deal of scrutiny--though 
New York experienced far more deferrals than Illinois. 


Are any of the specific deferrals and disallowals made with regard to 
Illinois claims justified? That question is best answered by administrative 
lawyers and others learned in the arcane rules and regulations of HEW. How- 
ever, it seems clear that SRS has dragged out its review process more than was 
necessary. Some claims have been in a deferred status for several years, with 
no final decision on whether they would be allowed or disallowed. This has 
created a great deal of uncertainty in the states, undermined fiscal planning 
and created cash flow problems. The elongated review process also created 
unnecessary conflict between state and federal officials. State officials 
accused HEW of impoundment. At least one state (California) has successfully 
filed suit against HEW seeking payment for its deferred claims. A movement 
was also started in Congress to legislatively force HEW to pay the deferred 
claims. 


Although the regional offices of SRS were responsible for implementing 
the reviews and deferrals, many of the policy decisions with regard to defer- 
rals were made in Washington. Also, it was only in August, 1975, that HEW 
published uniform procedures for processing deferred state claims for federal 
financial participation. These procedures would still allow several months 
for review after a claim is submitted. Proposed legislation in Congress would 
require a decision on a claim within 30 days after it is submitted. 


Future Social Service Claims 


Social services grants to the states are now being distributed under a 
new program, Title XX of the Social Security Act. The Commission staff is 
presently preparing an evaluation of the State's participation in this pro- 
gram. Therefore, this report will not detail the features and possible prob- 
lems of the Title XX social services program. 


The State's allotment for Title XX social service grants is set at nearly 
$133.8 million. Under the Title XX program the State makes expenditures out 
of the General Revenue Fund for services included in the State's Title XX 
Plan. HEW is then supposed to reimburse the State for the federal share of 
those expenditures. ** 


*More than 400 new fiscal management positions were requested by the 
Administration, but only 210 were added, with 180 going to regional offices. 
See Derthick, pp. 96-99. 


**The federal share is 75% of approved social service expenditures, ex- 
cept for family planning services, for which it is 90%. 
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The General Assembly should be cognizant of the possibility that claims 
under Title XX can also be deferred or disallowed. One of the problems found 
with regard to older social service claims is that IDPA could not always 
supply supporting documentation and accurate cost information. Most of the 
social service claims represent purchases from other State agencies. It was 
incumbent on these State agencies to supply the documentation to the IDPA, 
which in turn submitted the claims to SRS. IDPA's authority to control and 
monitor the documentation process was quite limited, and cooperation in sup- 
plying adequate information was not always forthcoming from other social 
service agencies. 


Whether or not these agencies will be more cooperative under Title XX 
than in the past remains to be seen. IDPA will attempt to exercise better 
control over the documentation necessary for Title XX claims. For example, 
IDPA caseworkers will be stationed at DMHDD facilities to make sure Title XX 
forms are completed by clients. But this move was necessary because DMHDD 
workers refused to require clients to supply confidential information about 
their finances. In general, it appears that IDPA has a great deal of respon- 
sibility with regard to Title XX, but limited authority with regard to super- 
vision. 


It is apparent that because the program involves large sums of funding, 
any deferrals or disallowals of State claims under Title XX could have a sub- 
stantial fiscal impact. Since Illinois has experienced problems in obtaining 
reimbursements for claims submitted under older social service programs, a 
realistic possibility exists that deferrals or disallowals could occur with 
regard to Title XX claims. For these reasons, the situation deserves careful 
and continuous monitoring. 
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